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FINANCIAL 


Revenue (net of royalties) 
Cash Flow 

From Operations 

Per Share 
Working Capital (Deficiency) 
Long-Term Debt 
Shares Outstanding (2) 


OPERATING 


Production 
Average production 
Oil (bopd) 
Gas (Mcfd) 
Exit Rate 
Oil (bopd) 
Gas (Mcfd) 
_ Reserves (proven and probable) 
Oil (bbls) 
Gas (MMcf) 
Wells Drilled 
. Oil 
Gas 
Dry 
Total 
Average working interest 
Land Holdings (Canada) 
Gross acres 


Net acres 


Note: 
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Year Ended 
December 31, 
- 1995 


2,231,971 


1,202,956 
0.29 
305,893 
1,662,500 
4,829,160 


307 
416 


487 
596 


1,217,000 
1,098 


4 


1 
5 
21% 


21,280 
3,747 
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Ans of puvet cE _ RE 
9 Month 
Period Ended 
December 31, Percentage 
1994 (1) Change 
791,630 182% 
92,871 1,195% 
0.03 867% 
( 167,553) 283% 
1,600,000 4% 
3,882,661 24% 
153 101% 
260 87% 
387 54% 
558,000 118% 
1,138 ( 4%) 
4 
4 
8 
19% 
19,360 10% 
3,225 16% 


(1) 1994 values for cash flow and cash flow per share are impacted by the timing of the sale of certain 


assets and the acquisition of other assets. Certain assets were sold with effective date of October 1, 1994 


and new assets were acquired. The net revenue for the period June 1, 1994 to December 31, 1994 was paid 


to TUSK as an adjustment at closing. 
(2) Share information has been revised to reflect the 10 for 1 share consolidation effective September 7, 1995. 
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MESSAGE TO SHAREHOLDERS 


We are pleased to report to you on the accomplishments of TUSK Energy Inc. 
during the fiscal year ended December 31, 1995. The Company made significant progress in 
1995 with net operating income, cash flow, production and cash flow per share all increasing 
dramatically over 1994 levels. Consistent growth was demonstrated with quarterly 
improvement in all of the above categories. The debt to annual cash flow ratio steadily 
decreased from 1.6 during the first quarter to 1.0 during the fourth quarter. These 
improvements are the consequence of diligent effort by the staff and management of TUSK 
and, in our opinion, are only the first steps along a continued path of growth in the value of 


the shares of the Company. 


HIGHLIGHTS 
e Ten-fold increase in cash flow per share from AVERAGE DAILY 
$0.03 in fiscal 1994 to $0.29 in fiscal 1995; PRODUCTION (boepd) 


e Drilled a significant light oil discovery at 500 


Meekwap, Alberta and participated in oil 


discoveries at Rainbow and Utikuma, 400 
Alberta; 
* Consistent growth in production, cash flow 300 


and cash flow per share throughout the year; 


e Increase in cash flow from operations to 900 


$1,202,956 ($92,871 in fiscal 1994); 


e Increased average production volumes to 349 100 
boepd (153 in fiscal 1994); 

e The consolidation of the common shares and qr : F&F 
a change in the name of the Company from 1993 1994 1995 1995 
TUSK Resources Inc. to TUSK Energy Inc. a4 


in September, 1995; 
Since the end of the fiscal year TUSK has: 


e Agreed to acquire more than 90 boepd of net incremental production through 
three (3) property purchases; 


¢ Participated in the drilling of an oil and gas discovery at Lacombe, Alberta; and 
¢ Acquired large working interests (50 - 60%) in nine new prospects at Crown sales; 


¢ Increased land inventory four-fold to more than 15,000 net acres. 


—? 


STRATEGY FOR GROWTH 


The success of the strategy for growth outlined in our last annual report has been 
demonstrated by significant improvement in all key fiscal parameters during 1995. The 
focus of our drilling and acquisition efforts on light oil prospects paid off with the successful 
drilling of a major discovery at Meekwap in October, 1995, and participation in three other 
light oil discoveries at Rainbow and Utikuma during the year. As of December 31, 1995 
TUSK operated approximately 75% of its production. 


As a part of our strategy for continued growth in the value of our shares during 1996 


we will: 
¢ Pursue an exploration program focusing on light oil and natural gas prospects; 


¢ Initiate discussions with other oil and gas companies and, if appropriate, arrange a 
corporate combination where there is incremental value provided to TUSK 


shareholders; 
e Evaluate and, if appropriate, purchase oil and gas assets with upside potential; and 


¢ Operate our investments wherever possible. 


MANAGEMENT 


We are pleased to advise that Edward E Thurmeier, P. Eng. accepted a position as 
Vice President, Production and Engineering of TUSK. Ed has over 25 years of diverse 
experience in Canada’s oil and gas industry and had worked with TUSK on a consulting 
basis for almost a year prior to his appointment as an officer of the Company in December, 


1995: 


OUTLOOK 


During 1995 TUSK made substantial progress. Net operating income, production, 
cash flow and cash flow per share all showed dramatic growth while increases in debt and 
shares issued were kept to a minimum. The first quarter of 1996 has seen further 


improvement in both cash flow and production. 


The outlook for your Company is very favourable. At the start of last year TUSK 
was restored to financial stability making the dramatic growth of the past year possible. 
With over $5 million to be spent on drilling, acquisitions and land purchases during fiscal 
1996 we anticipate substantial expansion of our exploration efforts and continued and 


consistent growth in cash flow per share. 


Norman W. Holton, P. Geol. Calgary, Alberta 
President and Chief Executive Officer March 28, 1996 


See 
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REVIEW OF OPERATIONS 


TUSK AREAS OF INTEREST 


ie ALBERTA SASKATCHEWAN 
© RAINBOW 


procriss © UTIKUMA 


MEEKWAP 
EDMONTON 


CARROT CREEK © & 
WILLESDEN GREEN LEDUC 


© © @|ACOMBE 
GILBY © 


es CALGARY 
* HILDA o| © @HAZLET 
Dy,\ ENCHANT > BENSON © 


HIGHLIGHTS 


¢ Acquired additional interests at Meekwap; 

¢ Drilled a successful extension to the Meekwap pool; 

e 70% of production at year end is light oil; 

e As of year end, TUSK operated approximately 75% of its production; 
¢ Upgraded water handling facilities at Hazlet, Saskatchewan; 

e Drilled successful Keg River oil well at Rainbow; 


e Drilled two successful Keg River oil wells at Utikuma. 


LAND HOLDINGS 


During the 12 months ended December 31, 1995 the Company increased its gross 
land holdings by 10% to 21,280 acres and its net land holdings by 16% to 3,747 acres. 


DRILLING 


TUSK participated in 5 wells (0.99 net) for an average working interest of 21% 
during the year. Of these, 4 wells (0.74 net) were oil wells and 1 well (0.25 net) was 


abandoned. 


PROPERTY REVIEW 


Our focus on oil properties in general and light oil properties in particular is 
illustrated by the Company’s two major producing properties at Hazlet, Saskatchewan and 
Meekwap, Alberta. Both of these properties are operated by TUSK. 


MEEKWAP, ALBERTA 
The Meekwap property is TUSK’s most significant property representing 58% of the 


Company’s net production volumes as of December 31, 1995. 


During the fourth quarter of 1994, the Company acquired a 20% interest in three 
quarter sections of land on the eastern flank of the Meekwap Nisku Unit containing a 
producing oil well, a water injection well and a suspended oil well. Production as of year end 


1994 was 130 bopd (26 net bopd). 


Activity in 1995: In the third quarter of 1995 our ownership was expanded to 
approximately 54% when two other purchases were closed. In August, TUSK and its 
partners acquired the mineral rights on two adjacent non-producing quarter sections at a 


Crown sale. 


In October, 1995 a discovery with major impact for the Company was made when 
the TUSK et al Meekwap 16-16-66-15 W5M well was drilled and put on production from 
the Nisku zone. A portion of the well was farmed out with TUSK paying 39.11% of the well 
costs to own 46.61% after payout. Payout occurred in early February, 1996. 


Production: The property currently contains one producing oil well, two suspended 
oil wells and one water injection well. Facilities for the handling of over 5,000 barrels of 
fluid per day with both oil and gas pipeline connections are owned by the working interest 


owners. TUSK’s net production for the month of December, 1995 was 316 boepd. 


MEEKWAP, ALBERTA a 
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Our interest in the wells and facilities and in 800 gross acres of lands (373 net acres) 


is 46.6%. TUSK is operator of the Meekwap property. 


Reserves: Reserves assigned by third party engineers to TUSK’s interest at 
Meekwap as of December 31, 1995 are 281,000 barrels of proven producing oil, 356,000 
barrels of probable oil, 220 MMcf of proven and probable natural gas and 7,500 barrels of 
proven and probable ‘natural gas liquids. Combined proven and probable reserves of the 
Company at Meekwap were assigned a value of $4.6 million discounted at 15%. Proven 


reserves were assigned a value of $3.5 million. 


Outlook: With the payout of the 16-16 well occurring in less than 4 months, the 
drilling of an additional well, updip from the recent discovery well on the Crown lands 


acquired by the Company last year, is anticipated. 


HAZLET, SASKATCHEWAN HAZLET, SASKATCHEWAN 
TEUSK=-owns 34-27.826 3% 


working interest in 960 gross acres 
(275... net -“acres)~ containing ‘8 
producing oil wells and 3 injection 
wells which re-inject produced water. 
The pool was initially discovered in 
1966. Total gross production since 
that time has been 3,862,900 barrels 


of oil. 


Production: Oil is produced 
from the Roseray Sand. Production 
during fiscal 1995 averaged 335 bopd 
(96 net bopd) at an average water cut 


of 97%. 


1995 Activity: With large volumes of produced water being injected back into the 
producing zone, the property is sensitive to operating costs. To make the exploitation of this 
pool more cost effective over time, gas driven pumps were installed to decrease the 


consumption of electrical power and increase the fluid handling capacity of the facilities. 


Reserves: Reserves assigned by third party engineers to TUSKk’s interest at Hazlet as 
of December 31, 1995 are 278,000 barrels of proven producing oil and 60,000 barrels of 
probable oil. Combined proven and probable reserves of the Company at Hazlet were 


assigned a value of $1.5 million discounted at 15%. Proven reserves were assigned a value of 


$1.2 million. 


PRODUCTION 


TUSK’s production comes from eight areas in 
Alberta and two areas in Saskatchewan. Average 
production for the year was 307 bopd and 416 Mcfd (349 
boepd), more than double the production levels of 1994. 
Daily production increased through the year from an 
average of 281 boepd in the first half, to 336 boepd in the 
third quarter and 478 boepd in the fourth quarter. The 


majority of production is light oil. 


RESERVES AND FUTURE NET 
REVENUE 


TUSK’s reserves were evaluated at January 1, 1995 
and January 1, 1996 by Sproule Associates Limited, 


reservoir engineers. 


500 


400 


300 


200 


100 


AVERAGE DAILY 


PRODUCTION - 1995 


(boepd) 
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Crude oil and NGL reserves increased 118% from 558.0 Mbbls to 1,217.1 Mbbls and 
natural gas reserves decreased 4% from 1,138.0 MMcf to 1,098 MMcf. These reserves are 


gross proven and probable reserves, net of production and revisions to prior years’ estimates. 


The present worth value before income taxes of the proven plus probable reserves 


(risked at 50%) at 15% discount factor is $8,981,000, a 67% increase over the January 1, 1995 


amount. 


These values were based on escalated price and cost assumptions as estimated by 


Sproule Associates Limited and therefore are subject to variations depending on future 


actual prices and costs. 


PRODUCTION BY AREA 
(boepd) 


UTIKUMA 5.5% 
HAZLET 27.4% MEEKWAP. 30.3% 


OTHER 3.5% ay RAINBOW 2.9% 
WILLESDEN GREEN 4.4% 4 
GILBY 11.8% 


GAS 11.9% 


PRODUCTION SUMMARY 


LIGHT OIL_58.8% 


MEDIUM OIL 29.3% 
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ESTIMATED RESERVES OF CRUDE OIL AND NATURAL GAS (January 1, 1996) 


Crude Oil Natural Gas 

& NGL’s (Mbbls) (Mmcf) 
Gross Net Gross Net 
Proven Developed Producing 793.4 Sw flys 975.0 670.0 
Proven Undeveloped 60.2 39.8 - _ 
Total Proven 853.6 611.0 975.0 670.0 
Probable 363.5 2560 12320 87.0 
Total LOTTA 867.1 1,098.0 757.0 


DISCOUNTED VALUE OF ESTIMATED FUTURE NET REVENUE (January 1, 1996) 


($ Thousands) ~ Discounted at 
Undiscounted 10% 15% 20% 
Proven Developed Producing eh? 132 8,672 fei! 6,754 
Proven Undeveloped 599 313 307 258 
Total Proven £3,331 9,045 7,878 7,012 
Probable : 2,288 1,375 1,103 901 


Total 15,619 10,420 8,981 7,913 


Gross reserves are the Company’s share of reserves and net reserves are gross reserves 
after deduction for crown, freehold and other royalties. Both reserves and value estimates are 


based on escalating price and cost assumptions and value estimates are before income taxes. 


ESCALATING PRICE FORECAST 


The following table summarizes the escalating price assumptions used by Sproule 


Associates Limited in the evaluation of TUSK’s reserves and future net revenue. 


Crude Oil Natural Gas Crude Oil Natural Gas 
WTlat Edmonton — Alberta WTlat Edmonton Alberta 
Cushing, OK Reference (TransCanada Gas) Cushing, OK Reference (TransCanada Gas) 

($US/Bbl) ($Cdn/Bbl) ($MMBTU) ($US/Bbl) ($Cdn/Bbl) (S${MMBTU) 
1996 18.77 24.41 1.44 2004 26.26 34.47 2.79 
1997 19.58 25.49 1.64 2005 27.39 35.56 2.92 
1998 20.42 26.61 1.91 2006 28.56 37.56 3.05 
1999 21.29 27.78 2.14 2007 29.79 39.21 3.18 
2000 yeh) 29.01 Dee 2008 BLOT 40.94 3.30 
2001 23.16 30.29 2.45 2009 32.40 42.73 3.40 
2002 24.15 31.G 2.56 2010 33.79 44.61 351 


2003 25.18 33.01 2.67 Thereafter + 3% Thereafter + 3% 


RESERVE RECONCILIATION (Before Royalties) 


The following table provides the changes in TUSK’s gross reserves based on 


escalated price and cost assumptions since January 1, 1995. 


Proven Proven and Probable 
Crude Oil Natural Crude Oil — Natural 
& NGLs Gas & NGL Gas 

(mbbls) (mmcf) Mboe (mbbls) (mmcf) Mboe 
January 1, 1995 528.9 1.138.0 642.7 558.0 1,138.0 671.8 
Production CEVA ASE OU 273 re ht ied) (15890) 3 (1273) 
Discoveries 325.8 97.0 3395 689.3 220.0 711.3 
Purchases 5500 ~ 55.0 55.0 is eja)) 
Divestitures (10.8) ca (10.8) (10.8) = (10.8) 
Adjustments 66.8 (108.1) 56.0 By Py (108.1) 26.9 
December 31, 1995 853.6 975.0 951.1 2 iT 1,098.0 1,326.9 


Additions to reserves replaced production by 2.9 times for proven crude oil and 
NGL (6.1 times for proven plus probable) and by 0.6 times for proven gas (1.4 times for 
proven plus probable). On a barrel of oil equivalent basis, reserve additions replaced 


production by 5.6 times (proven plus probable). 


FINDING AND ON-STREAM COSTS 


Finding Costs 1995 
Land $ 321,467 
Seismic 47,236 
Drilling and Completion 1,018,266 
Prospect Generation 169,193 
Total Finding Costs 1,556,162 
Acquisition of Producing Properties 120,000 
Well Equipment and Production Facilities 424,028 
Total On-Stream Costs $ 2,100,190 

Costs per boe ($) 

Finding 
Proven 3.97 
Proven and Probable DAY 
Acquisition 
Proven 2.18 
On-Stream 
Proven 4.70 
Proven and Probable 2.65 


TUSK’s finding costs were $3.97 per boe for proven reserves and $2.11 per boe for 


proven plus probable reserves. 


On-stream costs, which include equipping and tie-in, were $4.70 per boe of proven 


reserve additions and $2.65 per boe of proven plus probable reserve additions. 
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RESERVE LIFE INDEX (Years) 
December 31, 1995 


Proven 
Crude Oil & NGLs 16 
Natural Gas 6.4 
ASSET VALUE PER COMMON SHARE (December 31, 1995) 
(Cdn $ except Share Information) 
ASSETS 
Working Capital 
Proven and Probable Reserves 
(per Sproule Associates Limited Reserve Report @15% DCF) 
Proven and Probable Reserves 
For Minor Properties not Evaluated by Sproule 
(Management’s Estimate @15% DCF) 
Estimated Cash Value of Tax Pools 
(@$0.10 per Dollar of Tax Pools) 
Undeveloped Land (@$75/Acre) 
Other Assets, Net 
LIABILITIES 
Long-Term Debt 
Future Site Restoration Provision 
NET ASSET VALUE 
Common Shares Outstanding December 31, 1995 
NET ASSET VALUE PER COMMON SHARE 
SUMMARY OF INFORMATION PER BOE 
Year Ended 
December 31 
1995 
($) 
Gross Revenue SP es 
Royalties, Net of ARTC 3.43 
Net Revenue 17.90 
Operating Expense 4.82 
Net Operating Revenue 13.08 
General & Administrative 
and Shareholder Information 242 
Interest Expense 1.50 
Cash Flow Per boe ; 9.46 


10 


Proven & 
Probable 
10.9 

ie 


305,893 


8,981,000 


200,000 


748,700 
281,000 
100,000 
10,616,593 


(1,662,500) 

(38,500) 
8,915,593 
4,829,160 
1.85 


9 Months Ended 
December 31 

1994 

($) 

20.19 

1.35 

18.84 

7.34 

150 


mera 
3.63 
2.16 


MANAGEMENT’S FINANCIAL DISCUSSION 


AND ANALYSIS 


The following discussion is presented in conjunction with the consolidated financial 


statements and accompanying notes. 


REPORTING PERIODS 


The Company changed its fiscal year-end to December 31 effective December 31, 1994. 
The fiscal period ended December 31, 1994 was for the nine month period from April 1 to 
December 31, 1994. 


OIL AND GAS REVENUES 


Oil and gas revenues, before royalties, for the year ended December 31, 1995 was 
$2,668,138 compared to $848,224 for the nine months ended December 31, 1994, a 215% 
increase. This was due to a 203% increase in boe production from 42,013 to 127,256 boe 
and an improved average oil price. The increased oil price was mainly due to the improved 


average quality of the Company’s oil compared to the quality of its oil production in 1994. 


OIL AND GAS SALES 


Year Ended 9 Months Ended 
December 31 December 31 


1995 1994 
Oil and Gas Revenues, Before Royalties $ 2,668,138 $ ©6848, 224 
Oil Production (bbls) 112,056 42,013 
Oil Price ($/bbl) $ 21.18 $ 20.19 
Gas Production (MMcf) 152 = 
Gas Price ($/Mcf) $ ieee = 
Production (boe) 127,256 42,013 
Boepd 349 153 


ROYALTIES 

The total royalties, net of Alberta Royalty Tax Credit, were $436,167 ($3.43 per boe) 
for the year ended December 31, 1995 compared to $56,594 ($1.35 per boe) for the period 
ended December 31, 1994. 


The royalty increase per boe in 1995 was due to the Company’s property at Hazlet, 
Saskatchewan, where the Crown Royalty rate is high (at approximately 32% compared to 
approximately 24% in Alberta) and receives no ARTC. The gross overriding royalty rate at 


Hazlet is also comparatively high. 
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ROYALTY SUMMARY 
Year Ended 9 Months Ended 
December 31 December 31 


1995 1994 
($) ($) 

Crown Royalties 595,866 123,995 
Freehold Royalties 13,097 8 
Gross Overriding Royalties 108,754 28,256 

TLGT17 152,259 
Alberta Royalty Tax Credit (281,550) ( 95,665) 
Net Royalties 436,167 56,594 
Net Royalties per boe 3.43 1335 


OPERATING EXPENSES 

Operating expenses in calendar 1995 were $613,938 ($4.82 per boe) compared to 
$308,334 ($7.34 per boe) in fiscal 1994. The large decrease in costs per boe is due to the 
sale of production and oil reserves in December, 1994, which had very high operating 


expenses. 


DEPLETION AND DEPRECIATION 
Depletion and depreciation was $636,200 for the year ended December 31, 1995, 


which represents a provision of $5.00 per boe of production. For the nine month period 
ended December 31, 1994, the Company recorded a depletion and depreciation provision of 
$507,500 ($12.08 per boe). 


GENERAL AND ADMINISTRATIVE 


Gross general and administrative expenses remained relatively constant, $29,122 per 
month in 1995 versus $28,626 per month in fiscal 1994. Overhead recoveries increased due 
to TUSK assuming operatorship of the Hazlet property in February, 1995 and Meekwap in 
August, 1995 and operating of capital and drilling projects at both properties. 


Year Ended 9 Months Ended 
December 31 December 31 


1995 1994 
($) ($) 
Gross General and Administrative 349,464 257,638 
Overhead Recoveries (102,826) ( 29,917) 
Net General and Administrative 246,638 220,21 
Per boe 1.94 5.42 


EQUITY 


At the Annual Shareholders Meeting held June 7, 1995 the shareholders of the 
Company adopted a special resolution to reduce the stated capital of the Company’s 
common shares by $6,466,308 and the deficit of the Company by the same amount, with the 
result that the deficit at January 1, 1995 was eliminated. 


The common shares of the Company were consolidated on the basis of ten shares of 
TUSK Resources Inc. for one share of TUSK Energy Inc. effective September 7, 1995. 


In September, 1995 the Company received approval to purchase up to 438,000 of its 
outstanding common shares until September 26, 1996 under a Normal Course Issuer Bid. 


Through December 31, 1995, 53,500 shares had been purchased for a cost of $54,980. 


In August, 1995 the Company issued 1,000,000 Flow-Through Common Shares at 
$1.00 per share. 


CAPITAL EXPENDITURES 
Capital additions for the year ended December 31, 1995 were $2,100,190 compared 
to $4,089,798 for the period ended December 31, 1994. 


Approximately $1.2 million was spent drilling five wells. A further $300,000 was 


spent for the acquisition of additional working interests at Meekwap. 


The balance of the capital expenditures was spent on exploration prospects 


including crown land sale purchases. 


LIQUIDITY 
TUSK had working capital of $305,893 at December 31, 1995. 


The Company has renewed its banking arrangements effective March 1, 1996. The 
new bank line of credit facility has a maximum of $4,000,000 with the available line of 


credit reducing by $100,000 per month, beginning May 1, 1996. 


SHARE TRADING INFORMATION 


1995 
First Second Third Fourth Fiscal 
Quarter Quarter Quarter Quarter Year 


($ except volume) 


High 1.20 1.70 1.50 1.80 1.80 
Low 0.50 0.60 0.80 1.00 0.50 
Close 0.80 0.80 1.05 1.10 1.10 
Volume 660,050 233,508 375,962 864,949 2,134,469 
Value 459,630 190,821 469,222 - 1,098,179 2,217,852 


Note: | The per share values and the volumes traded have been revised to reflect the consolidation of the 


Company’s common shares on a 10 for 1 basis effective September 7, 1995. 
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QUARTERLY DATA (Unaudited) 


A quarterly summary of the key financial results reported in the 12 months ending 


December 31, 1995 are as follows: 


Oil & Gas Revenue, 
Net of Royalties 

Net Income 

Net Income per Share 

Cash Flow 

Cash Flow per Share 

Annualized Cash Flow 

Boe’s per Day 


INCOME TAX POOLS (Unaudited) 


First 


Quarter 


($) 


445,616 
85,795 
0.021 
254,195 
0.061 
0.24 
280 


Second Third Fourth 
Quarter Quarter | Quarter 


($) ($) ($) 


515,239 584,109 "687,007 
141,527... 149,436 156,498 
0.034 0.036 0.038 
260,027 305,936 -~- 382,198 
0.062 0.073 0.092 
0.25 0.29 0.37 
281 336 478 


The consolidated income tax pools for the Company and its subsidiaries estimated as 


of December 31, 1995 are as follows: 


Canadian Exploration Expense 
Canadian Development Expense 
Canadian Oil & Gas Property Expense 
Mining Depletion . 
Foreign Exploration and Development 
Undepreciated Capital Costs 

Business Losses 


Share Issue Expenses 


MONTHLY AVERAGE 
CASH FLOW - 1995 


150,000 


120,000 


90,000 


60,000 


30,000 


December 31 
1995 
($) 


423,000 
290,000 
4,052,000 
30,000 
568,000 
1,284,000 
240,000 
600,000 
7,487,000 


CASH FLOW PER SHARE 
(annualized) - 1995 


0.40 


MANAGEMENT’S REPORT 


The financial statements are the responsibility of the management of TUSK Energy Inc. They have been 
prepared in accordance with generally accepted accounting principles, using management’s best estimates and 
judgements, where appropriate. 


Management is responsible for the reliability and integrity of the financial statements, the notes to the 
financial statements, and other financial information contained in this report. In the preparation of these statements, 
estimates are sometimes necessary because a precise determination of certain assets and liabilities is dependent on future 
events. Management believes such estimates have been based on careful judgements and have been properly reflected 
in the accompanying financial statements. 


Management is also responsible for maintaining a system of internal control designed to provide reasonable 
assurance that assets are safeguarded and that accounting systems provide timely, accurate and reliable financial 


information. 


The board of directors is responsible for ensuring that management fulfills its responsibilities for financial 
reporting and internal control. The board is assisted in exercising its responsibilities through the audit committee of the 
board, which includes two non-management directors. The audit committee meets periodically with management and 
the auditors to satisfy approval of the financial statements to the board. 


KPMG, the independent auditors appointed by the shareholders, have audited the Company’s financial 
statements in accordance with generally accepted auditing standards and their report follows. The independent auditors 
have full and unrestricted access to the audit committee to discuss their audit and their related findings as to the 
integrity of the financial reporting process. 


VMiflbr— hee blo 


Norman W. Holton, President Gordon K. Case, Vice President 
and Chief Executive Officer and Chief Financial Officer 


March 28, 1996 


AUDITORS’ REPORT 


To the Shareholders of TUSK Energy Inc. 


We have audited the consolidated balance sheets of TUSK Energy Inc. (formerly TUSK Resources Inc.) as at 
December 31, 1995 and 1994 and the consolidated statements of operations and retained earnings (deficit) and changes 
in financial position for the year ended December 31, 1995 and the nine months ended December 31, 1994. These 
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express 


an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
Financial Statements. An audit also includes assessing the accounting principles used and significant estimates made by 


management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company at December 31, 1995 and 1994 and the results of its operations and the changes in its 
financial position for the year ended December 31, 1995 and the nine months ended December 31, 1994 in accordance 


with generally accepted accounting principles. 


KPMG Peat, Marwick, Thorne 
Chartered Accountants 
Calgary, Canada March 1, 1996 
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CONSOLIDATED BALANCE SHEETS 


ASSETS 


Current Assets 
Cash 
Short Term Investments 
Accounts Receivable (Note 7) 
Cash Calls Receivable 
Prepaid Expenses 

Total Current Assets 

Capital Assets (Note 2) 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current Liabilities 
Accounts Payable (Note 7) 
Note Payable to Related Party 
Total Current Liabilities 


Long-Term Debt (Note 4) 
Future Site Restoration 
Shareholders’ Equity 
Capital Stock (Note 5) 
Retained Earnings (Deficit) (Note 5) 


Commitments (Note 8) 


Approved on Behalf of the Board: 


Wliblbr— 


Norman W. Holton, Director 


See Accompanying Notes 


~——e - : 


December 31 


1995 
($) 


10,644 


803,877 
8,612 
26,966 
850,099 
4,434,993 
5,285,092 


544,206 


544,206 


1,662,500 
38,500 


2,506,630 
533,256 
3,039,886 


5,285,092 


Director 


December 31 
1994 
($) 


2,780 
3,750 
454,511 
69,374 
De 
934,132 
3,848,830 
4,382,962 


671,685 
__ 30,000 
701,685 


1,600,000 
5,000 


8,542,585 


(6,466,308) 
2,076,277 


4,382,962 


Uicey_ 


g James E. Lawson, 


CONSOLIDATED STATEMENTS OF OPERATIONS 


AND RETAINED EARNINGS (DEFICIT) 


For the Year For the 9 Months 
Ended December 31 Ended December 31 
1995 1994 
($) ($) 
Revenue 
Oil and Gas Revenues, Net 2,231,971 791,630 
Other 45,757 2,042 
D2 ly LS 793,672 
Expenses 
Oil and Gas Operating 613,938 308,334 
Interest on Long-Term Debt 190,695 152,710 
Provisions for Future Site Restorations 33,500 7,000 
General and Administrative 246,638 277,121 
Shareholder Information 23,501 125036 
Depreciation and Depletion 636,200 507,500 
Loss on Disposition of Oil & Gas Property _ 3,590,401 
1,744,472 4,805,702 
Net Income (Loss) for the Period 533,256 (4,012,030) 
(Deficit), Beginning of Period (6,466,308) (2,454,278) 
Reduction of Capital Stock (Note 5) 6,466,308 = 
Retained Earnings (Deficit), End of Period 533,256 (6,466,308) 
- Net Income (Loss) per Share 
Basic 0.13 (1.10) 
Fully Diluted 0.13 (1.10) 


See Accompanying Notes 
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1995 1994 
($) ($) 
Operating Activities 
Operations: 
Net Income (Loss) 533,256 (4,012,030) 
Deduct: 
Items not Requiring Working Capital 
Provision for Future Site Restorations 33,500 7,000 
Depreciation and Depletion 636,200 507,500 
Loss on Disposition of Oil and Gas Property - 3,590,401 
Funds from Operations 1,202,956 92,871 
Change in Non-cash Working Capital (538,787) 79,264 
Cash Provided by Operating Activities 664,169 172,135 
Financing Activities 
Issue of Capital Stock 1,000,000 1,540,000 
Share Issue Costs (68,667) (163,597) 
Repurchase of Common Shares (54,980) 2 
Long-Term Debt 62,500 1,600,000 
Repayment of Long-Term Debt = (1,865,000) 
938,853 1,111,403 
Investing Activities 
Oil and Gas Properties (2,100,190) (4,089,798) 
Proceeds on Sales of Oil and Gas Properties 438,377 3,300,000 
Mineral Properties 57 ~ 
Furniture and Equipment (6,607) (13,085) 
Acquisition of Subsidiaries = (15,269) 
Change in non-cash working capital 73,205 (550,688) 
(1,595,158) (1,368,840) 
Change in Cash During the Period 7,864 (85,302) 
Cash: Beginning of Period 2,780 88,082 
Cash: End of Period 10,644 2,780 
Funds from Operations per Share 0.29 0.03 


See Accompanying Notes 


NOTES TO CONSOLIDATED FINANCIAL 


iB 


STATEMENTS 


Significant Accounting Policies 


(a) Basis of Presentation: 


These consolidated financial statements include the accounts of the Company’s wholly- 


owned subsidiaries, New Quebec Platinum Inc., TUSK Oil Corporation and 416600 
Alberta Inc. 


(b) Oil and Gas Properties: 


The Company follows the full cost method of accounting in accordance with the 
guidelines issued by the Canadian Institute of Chartered Accountants, whereby all costs 
associated with the exploration for and development of oil and gas reserves are 
capitalized. All such costs are accumulated in two cost centres representing the 
Company’s activities undertaken in Canada and the United States. Such costs include 
land acquisitions, drilling and geological and geophysical expenses related to exploration 
and development activities. Gains or losses are not recognized upon disposition of oil 
and gas properties unless crediting the proceeds against accumulated costs would result 
in a significant change in the rate of depletion. 


Costs capitalized in the cost centres are depleted using the unit-of-production method, 
based on estimated proven oil and gas reserves, before royalties, as determined by 
independent consulting engineers. For purposes of the depletion calculation, oil and gas 
reserves are conyerted to a common unit of measure on the basis of their relative heating 
value. The carrying value of undeveloped properties is excluded in the depletion 
calculation. 


In applying the full cost method, the Company performs a ceiling test which limits the 
capitalized costs less accumulated depletion and depreciation to an amount equal to the 
estimated undiscounted value of future net revenues from proven oil and gas reserves, 
based on year-end prices and costs, and after deducting estimated future general and 
administrative expenses, future abandonment and site restoration costs, financing costs 
and income taxes. 


The Company periodically reviews the costs associated with undeveloped properties to 
determine whether the costs will be recoverable. An impairment allowance is made if 
the results of the review indicate an impairment has occurred. 


Estimated future abandonment and site restoration costs are charged to the accumulated 


provision account as incurred. 
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(c) Undeveloped Mineral Properties: 


Costs relating to the acquisition, exploration and development of non-producing mining 
properties, including exploratory related administration costs, are capitalized until such 
time as either economically recoverable reserves are established or the properties are 
sold, abandoned or condemned. Costs relating to projects which have been abandoned 
are written off at that time. Costs relating to economically feasible projects will be 
amortized on a unit of production basis utilizing established proven reserves. Grants 
received for expenditure of costs on mineral properties are credited to the cost of mineral 
properties. 


The Company holds an interest in a mineral exploration prospect and has not yet 
determined whether the property contains ore reserves that are economically 
recoverable. The recoverability of expenditures on mineral properties and related 
deferred costs is dependent upon the availability of necessary financing to complete the 
development, and upon future production. 


(d) Joint Ventures: 


Substantially all of the Company’s mining and oil and gas activities are conducted 
jointly with others. The accounts reflect only the Company’s proportionate interest in 
such activities. 


(e) Flow-Through Shares: 


The resource expenditure deductions for income tax purposes related to exploratory and 
development activities funded by flow-through share arrangements are renounced to 
investors in accordance with income tax legislation. Petroleum and natural gas 
properties and capital stock are reduced by the estimated cost of the renounced tax 
deductions when the expenditures are incurred. 


(f) Net Income (Loss) Per Share: 


Basic and fully diluted income (loss) per share has been calculated using the weighted 
average number of Common Shares outstanding during the year. 


(g) Measurement Uncertainty: 


The amounts recorded for depletion and depreciation of capital assets and the provision 
for future abandonment and site restoration costs are based on estimates. The ceiling 
test is based on such factors as estimated proven reserves, production rates, oil and 
natural gas prices, future costs and other relevant assumptions. By their nature, these 
estimates are subject to measurement uncertainty and the impact on the financial 
statements of future periods could be material. 


(h) Comparative Figures: 


Certain comparative figures have been reclassified to conform with the current financial 
statement basis of presentation. 


2. Capital Assets 


December 31, 1995 


Accumulated Depletion Net 


Cost and Depreciation Book Value 

Oil and Gas Properties 5,693,373 1,353,932 4,339,441 
Mineral Properties 73,080 ~ 73,080 
Furniture and Equipment 45,165 22,693 22,472 
5,61 15618 1,376,625 4,434,993 


December 31, 1994 


Accumulated Depletion Net 
Cost and Depreciation Book Value 
_ Oil and Gas Properties 4,477,560 725,932 3,751,628 
Mineral Properties TOAST = yee 
Furniture and Equipment 38,558 14,493 24,065 
4,589,255 740,425 3,848,830 


The depletion calculation has excluded unproved properties of $278,000 
(1994 - $184,000). 


As a result of a ceiling test calculation performed with an effective date of December 31, 1995, 
it was determined that the estimated future net revenues from proved reserves exceeded 
the net book value of the Company’s petroleum and natural gas properties calculated 
under the full cost accounting guideline. The prices used in the ceiling test calculation 
at December 31, 1995 were $19.44 per barrel of crude oil and $1.44 per mcf of natural 
gas. The ceiling test is a cost recovery test and is not intended to result in an estimate of 


the fair market value. 


As at December 31, 1995, the estimated future site restoration costs to be accrued over 


the remaining proved reserves are $223,000 (1994 - $147,000). 
3. Acquisitions 


Effective June 1, 1994 the Company acquired all of the outstanding shares of 416600 
Alberta Inc., a private oil and gas company for $16,124. The acquisition has been 
accounted for using the purchase method. The total purchase price has been allocated 


to net assets based on fair values. 


4. Long-Term Debt 


The long-term debt bears interest at the bank’s prime lending rate plus 1.5% (prime 
lending rate plus 1% effective March 1, 1996) and is secured by (i) a $4,000,000 
principal interest amount Fixed and Floating charge debenture with a Fixed charge over 
certain oil properties and a Floating charge over all of the assets of the Company; 
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(ii) a general security agreement; and (iii) an assignment of the principal operating 
agreements, production receivables and contracts associated with certain oil properties. 


The loan is a demand revolving reducing loan in the amount of $4,000,000, may 
increase from time to time and the company may borrow, repay and reborrow the 
amounts available under the loan. The maximum principal amount available under the 
loan automatically reduces by $100,000 each month beginning May 1, 1996. 


Capital Stock 
(a) Authorized: 


The Company authorized capital of: 

e an unlimited number of common shares without nominal or par value. 

¢ an unlimited number of first and second preferred shares issuable in series with rights, 
privileges and conditions to be determined by the Board of Directors. 


(b) Issued: 
Common shares and Special Warrants were issued as follows: 
December 31, 1995 December 31, 1994 
Number Amount Number Amount 
($) ($) 
Balance Beginning of Period 38,826,607 8,542,585 31,126,607 7,849,182 
Share Consolidation | 3,882,660 8,542,585 
(See below) 
Issuance of Flow-Through Common Shares 1,000,000 1,000,000 7,700,000 1,540,000 
Less: Tax Effect of Flow-Through Shares — ( 446,000) — (683,000) 
Repurchased under Normal Course Issuer Bid ( 53,500) ( 54,980). _ = 
Reduction of Stated Capital — (6,466,308) = = 
4,829,160 2,91 D529E 8,706,182 

Less: Share Issue Expenses = 68,060) ke EIS OF) 
Balance End of Period 4,829,160 2,506,630. 38,826,607 8,542,585 


The common shares of the Company were consolidated on the basis of ten shares of 
TUSK Resources Inc. for one share of TUSK Energy Inc. effective September 7, 1995. 


(c) Reduction of Share Capital: 
At the Annual Shareholders Meeting held June 7, 1995, the shareholders of the 


Company adopted a special resolution to reduce the stated capital of the Common 
Shares by $6,466,308 and, as a result, the deficit of the Company by the same amount. 


(d) Normal Course Issuer Bid: 


Under a Normal Course Issuer Bid, the Company received approval in September 1995 
to purchase up to 438,000 of its outstanding common shares until September 26, 1996. 


(e) Stock Options: 


After giving effect to the ten-for-one stock consolidation, the Company has outstanding 
options to its officers, directors and employees to purchase in the aggregate 488,000 
Common Shares at a price of $2.00 per share for 185,000 shares, expiring June 15, 1999 
and at a price of $1.00 per share for 303,000 shares expiring July 24, 2000. During the 
year 303,000 options were granted and 35,000 options were cancelled. 


6. Income Taxes 
Income tax expense differs from the amount that would be computed by applying the 
federal and provincial statutory rate of 44.6% (December 31, 1994 - 44.3%) to income 
before income taxes. The reasons for the differences are as follows: 
Year Ended Period Ended 
December 31 December 31 
1995 1994 
($) ($) 
Expected Income Tax Payable (Recovery) 237,800 (1,777,300) 
Non-deductible Crown Charges 265,800 54,900 
Alberta Royalty Tax Credit (125,600) (42,400) 
Resource Allowance (173,500) (37,500) 
Depletion with no Tax Basis 90,100 90,900 
Other (2,200) 1,200 
Loss on Disposition of Assets Without Tax Basis — 372,500 
(Recognized) Unrecognized Benefits of Losses (292,400) 1,337,700 


Actual Income Tax Expense ~ - 


8. 


At December 31, 1995 the Company and its subsidiaries have approximately $7,500,000 
of unused tax pools. 


At December 31, 1995 approximately $1,350,000 of the Company’s assets are without 
income tax basis. 


Related Party Transactions 


Included in accounts receivable at December 31, 1995 is $8,400 due from officers and 
directors (December 31, 1994 - $6,854). Included in accounts payable at December 31, 
1994 is $16,000 due to officers and directors. 


Commitment 


(a) The Company entered into an agreement to lease office space for six years beginning 


February 1, 1994 for approximately $52,000 per year. 


(b) At December 31, 1995 the Company has a commitment to renounce a further $414,000 


of tax attributes associated with exploratory and development activities. 
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FIVE YEAR REVIEW 


Revenue 
Oil and Gas 
Revenues, Net 


Other 


Expenses 
Oil and Gas Operating 
Interest on Long-Term Debt 
Provision for Site Restoration 
General and Administrative 
Depreciation and Depletion 
Loss on Disposition of 
Oil and Gas Property 


Property Impairment 


Net Income (Loss) 


Cash Flow from Operations 
Balance Sheet 
Working Capital (Deficiency) 
Capital Assets 
Long-Term Debt 
Future Site Restoration 
Shareholders’ Equity 


Per Share Data 
Net Income (Loss) per Share 
Basic and Fully Diluted 
Cash Flow per Share 
Basic and Fully Diluted 


Production 
Oil (bopd) 
Gas (Mcfd) 


Reserves (Proven & Probable) 
Oil (bbls) 
Gas (Mmcf) 


Year Ended Nine Months 
December 31 


1995 


jo Diop eb 
45,197 
SRO eg Col 


613,938 
190,695 

33,500 
270,139 
636,200 


1,744,472 


533,256 


1,202,956 


305,893 
4,434,993 
1,662,500 

38,500 
3,039,886 


1,217,000 
1,098 


Ended 
1994 


791,630 
2,042 
793,672 


308,334 
152,710 

7,000 
239,757 
507,500 


3,590,401 


4,805,702 


(4,012,030) (1,687,164) 


92,871 


(167,553) (1,7355206) 


3,848,830 
1,600,000 

5,000 
2,076,277 


(1.10) 


558,000 
1,138 


Year Ended March 31 
1994 1993 1992 
684,483 = = 
1,430 cher! 1,104 
685,913 3,151 1,104 
267,409 = = 
22,740 = = 
8,000 a = 
189,846 101,759 56,413 
1,248,650 722 208 
636,432 12,139 130,000 
2,315,018 114,620 186,621 
(111,469) (185,517) 
205,918 (98,608) (55,309) 
(2,386) 27,495 
7,798,110 753,928 207,441 
660,000 es zs 
8,000 = = 
5,394,904 751,542 234,936 
(1.40) (0.20) (1.10) 
0.18 (0.16) (0.14) 
146 ~ = 
832,500 Es = 
1,029 = = 
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